Abstract: Cash is usually known as the blood of any business entity that is why it is very important
I. Introduction
The corporate financial policies involve capital structure, working capital requirements, dividend payments, optimal level of cash holding and cash flow management and asset management. Corporate policies regarding cash and cash equivalents (marketable securities) have significant importance in the finance theory and applied corporate world. Cash and cash equivalent are considered to be one of the most important components of the current assets of the firm and are also called the life line of corporate financial management. The corporate cash holdings are usually determined and influenced by three important theories in corporate finance, that are trade off theory, pecking order theory and free cash flow theory.
Cash holdings has advantages and disadvantages as Well like cash is the most liquid asset that can be used any time to exploit any positive net present value project, on the other hand amount of cash holding reduce the transaction cost of the corporation. The proponent of trade off theory believe that firms while deciding level of cash holdings consider the marginal benefit and marginal cost (return foregone due to low return on liquid assets) attached with holding more cash.
According to Pecking order theory the first and foremost preference of the corporations to finance their investments is given to retained earnings, and then debt and finally at the end they go for equity share. When the corporations have enough funds from operating activities these funds will be sufficient enough to finance firm's new + NPV investments then the firm will repay the debt first of all and then pileup the cash. But when the situation is other way around cash flows or retained earnings will not be sufficient enough to finance the current investments the firm will use the cash that was hold by the firm or the firm will issue new debt. The believers of the free cash flow theory state that, corporate managers hold the cash to get the flexibility on the firm's investment decisions by increasing the amount of assets under their control. By holding more amount of cash in the current assets there is no need to raise funds for any investment opportunity and managers have flexibility in decision making and they could invest in investments even if that have negative impact on the shareholders wealth.
III. Hypothesis Statement
Null Hypothesis (Ho) = There is no significant impact of leverage, EBIT, total assets (size), MTBV, and capital expenditure on the level of corporate cash holdings. Alternate Hypothesis (H1) = There is a significant impact of leverage, EBIT, total assets (size), MTBV, and capital expenditure on the level of corporate cash holdings.
IV. Literature Review
There is a lot of literature available that investigates the determinants of corporate cash holdings. The empirical researches find out the fact that the firm specific factors affecting the corporate cash holdings have different relationships across different countries and firm sizes. Moreover the behaviour of these variables has been changing over time. Recent literature on corporate cash holdings highlights two major motives that explain why firms hold cash. They are the transaction costs motive and the precautionary motive. The transaction costs motive emphasizes that the costs associated with raising external finance deter firms from raising them frequently and thus tend to hold more cash as a safety buffer. On the other hand, the precautionary motive deals with the opportunity costs of positive investments fore gone information asymmetries and agency costs. High adverse selection costs and the costs of financial distress encourage firms to hold more cash to avoid shortfalls in liquidity necessary for financing their investments. Kim et al. (1998) develop a model for the determinants of cash they find that cash varies positively with the degree of cash flow volatility and growth opportunities, and cash varies inversely with leverage, probability of bankruptcy, and operating performance. Considering the agency costs that arise due to holding excessive cash, Harford (1999) empirically studied the notion that the excessive cash leads the managers to make value decreasing investment decisions. He estimated a sample of all acquisition attempts by US firms during the period of 1977 to 1993. The results support the hypothesis that acquisition by cash rich firms are value decreasing.
In General, the benefits of corporate cash holdings levels derive from two essential motives, as explained by Opler et al. (1999) . One is transaction motive and another is precautionary motive of holding cash. The first one suggests that corporations hold cash to avoid transaction costs of raising funds and to avoid having in other forms of current and less liquid assets . The precautionary motive refers to the stockpiling of cash as a buffer against difficult circumstances, when capital markets may not be an appealing source of funding for growth Myers and Majluf (1984) . This motive pushes smaller firms, firms with riskier cash flows, and firms with significant opportunities for investment and growth to hold more cash. However, holding liquid assets requires firms to pay a liquidity premium: the lower rate of return generated by these held assets. When firms choose to hold low-return liquid assets, they incur opportunity costs, especially by forgoing profitable investments . Opler et al. (1999) developed a model by using 1084 US publically traded firms from 1971 to 1994. They found that cash holdings are negatively related to leverage, net working capital, firm size, dividend payment and Govt. regulations and positively related to cash flow to asset ratio. They also found that the firms with better growth opportunities and riskier cash flows had higher level of cash while large firms having better access to market hold less cash. Similar results were reported by Faulkender (2002) for small US firms and Ozkan (2002) for sample of UK firms.
V.
Data and Methodology
Data Selection
To empirically test hypothesis, the data was gathered from DataStream Live for firms listed in the Germany. A sample of 876 public limited companies listed in German market was taken. The data for over a period of eleven years from 2000 to 2010 inclusive was collected. As on August 2011 by access through DataStream live, in German stock exchange there were 2,841 listed companies. In the first step 724 financial sector and unclassified companies were excluded. From remaining 2,117 companies again by excluding companies with insufficient and repetitive data for studies only 876 companies were considered. The financial sector firms were excluded from the sample because the cash requirements for firms in financial sector are fairly different from the non-financial firms. There balance sheet is entirely different from non-financial firms. The independent variables that are taken to evaluate the cash holdings of the firms in the research are in accordance to the literature on the determinants of corporate cash holding and it includes log of total assets, EBIT, capital expenditure percentage of sales, current ratio as measure of liquidity, and leverage. It is attempted to test the hypothesis stating that corporate cash holdings are influenced by the independent (explanatory) variables. The regression model to test the hypothesis is as follows:
CASH i,t = a + b1LTAi,t + b2EBITi,t + b3Liquidityi,t + bLeveragei,t + b5MTBVi,t + b6CAPEXPi,t + et
To analyse the variables in the sample, the panel regression model using STATA statistical package is used. The potential heteroscedasticity is controlled and it is assumed that all assumptions of the OLS are not violated in other words these are intact. Titman and Issel (1988) . Also, financial distress is associated with high fixed costs and these costs are proportionately greater for smaller firms Warner (1977). Thus, one would expect a negative relation between firm size and cash holdings.
Leverage
The leverage ratio will also affect a firm's cash holdings. This may be because the costs of the funds used to invest in liquid assets rise as financial leverage raises Baskin (1987). In addition, as John (1993) maintains, firms that can access the debt market can resort to borrowing as a substitute for liquid assets.
Liquidity
The presence of liquid assets apart from cash and marketable securities for example, debtors or stocks can also affect a firm's optimal cash holdings, since they can be considered substitutes for cash. One would therefore expect firms with more non-cash liquid assets to reduce their cash levels.
Growth Opportunities
The existence of growth opportunities in firms is an important factor that positively affects cash levels, as has been shown in various empirical studies Kim Myers and Majluf (1984) point out, firms whose value is largely determined by their growth opportunities have larger information asymmetry. Consequently, firms with greater growth opportunities incur higher external financing costs. They also suffer more serious agency conflicts associated with debt, which can lead to underinvestment insofar as it discourages shareholders from embarking on profitable projects Myers (1977) .
Hence one might expect firms with more investment opportunities to keep higher liquidity levels, in order not to limit or cancel their profitable investment projects. The value of the firms is dependent upon them carrying out these projects, thus the cost of not having sufficient cash to make the investments is higher. The correlation matrix in Table 3 represents the coefficient of correlation of the variables used in the model. Pearson correlation matrix clearly depicts all the explanatory variables, are not highly correlated which is the confirmation of the no multicollinearity problem. The maximum correlation is found in cash and leverage or total debt percentage of total assets. The results of the correlation are significantly different from zero at 1% level. The sign in the correlation matrix coefficient is a further confirmation of our expectations of the relationship of firms' cash holdings to the explanatory variables. A view at the correlation matrix reveals that of all the explanatory variables, liquidity and leverage are highly correlated with the correlation coefficient of .29 and -0.32 respectively.
VI. Results and Discussion
The table 4 present the pooled results for the determinants of cash holdings. The value of R2 and adjusted R2 0.2185 and 0.2177 with p value for F statistics represent that the model is fairly fitted well statistically and the VIF (variance inflation factor) indicate no evidence of multicollinearity with mean VIF of 1.03. The results in table 4 shows that the cash holdings is negatively correlated to the size of firm (LTA) , retained earnings (in conformity with the pecking order theory ), working capital and leverage at 1% significant level (highly significant). On the other hand percentage of insider ownership has negative relation with the cash holdings which is not significant any level (10%, 5%, 1%). The result shows the positive relationship with cash flow, dividend pay-out, EBIT, capital expenditures and MTBV which is proxy for the growth opportunities. Expectedly, it was found the leverage to be negatively related to cash holdings. This result is consistent with Ferreira and Vilela (2003) and Ozkan and Ozkan (2004) . With the langrage multiplier chi square value of 6.58 (See Appendix) and corresponding p value of .0103, the null hypothesis is rejected that pool is better than random affect model. Thus the random affect model is considered.
The coefficient of dividend payment shows a positive relationship with cash holding. The result is in line with Ozkan and Ozkan (2004) . It suggests that German firms that pays out dividend to their investors tend to hold more cash than those who do not pay dividend. Interestingly, a significant positive relationship between growth opportunities (MTBV) and cash holdings was found. This represents that firms in Germany use large amount of internally generated cash to finance positive net present value projects in other words this means that firms with high growth opportunities hold more cash to avail opportunities available. Consistent with the findings from previous studies, the results demonstrate cash holdings to decrease with the level of liquid assets (Working Capital). The table present pooled effect, random effect and fixed effect respectively, predicting determinants of corporate cash holdings. The test statistics are in parentheses. *, ** and *** denote significant at 1%, 5% and 10% levels respectively. The Hausman's test was used to verify if random effect would be a better model to use. Hausman test gives 129.59 with a p value of 0.0000 which is less than 0.5. So the null will be rejected and fixed effect is better will be accepted.
Tabel 4. Comparison of results

Pooled
The results in Table 4 present the panel regression estimations for cash and cash equivalent. Table 4 present the results and it is clear that the value of R2 and adjusted R 2 is appreciable 0.2286 and 0.2221 with pooled regression respectively for cash and significant at 1% levels with F statistics of 35.55 and p value 0.0000 (See Table 4 ). This confirm that firms pursue a target cash holdings level after due consideration to the determinants.
It is found that market-to-book ratio coefficient is significant at 1% level, consistent with free cash flow theory that states that managers with poor investment opportunities (low market-to-book ratio) hold more cash to ensure availability of funds for investment in growth projects which may earn a negative NPV. This result suggests the agency problem is prevalent in German firms, where managers try to avoid raising external funds for keeping the investment information of the company to themselves.
Firm size, cash flow and industry sigma are significant at 1% level in the cross sectional regression analysis. The positive coefficient on cash flow-to-assets ratio supports the pecking order theory which suggests that firms finance investments first with the retained earnings and then go for debt. This result is, however, in contradiction to trade off model as reported by the earlier researches for firms in developed countries, i.e. Opler et al. (1999) Ozkan and Ozkan (2002) and . The reason for this incongruity may be high cost of external debt in Germany.
The sign on industry sigma is positive and significant which is in conformity with the expectations and empirical research. It suggests that firms with greater cash flow volatility hold more cash in order to provide a safe cushion for smooth operations.
The results support the notion that firms with higher leverage hold less cash, which is consistent with pecking order and free cash flow theories. As per the pecking order theory, when firms' investments are in excess of retained earnings, high levels of debt and little cash holdings occur simultaneously. This negative relationship is also supported by free cash flow theory but the main reason is because high leverage firms are subject to monitoring by capital markets preventing superior managerial control. The negative sign on net working capital is consistent with the notion that firms with higher liquid assets substitutes hold less cash which is consistent with the expected relationship between the two variables.
VII. Conclusion
The aim of this work was to examine the determinants of the cash holdings in non-financial firm. Taking this in consideration, a sample of 876 German firms was used to conduct a study with panel data. This panel was made up of 6130 observations corresponding to 876 firms during the period 2000-2010 both years inclusive.
Initially pooled regression model was used and the findings were in confirmation with the available literature on cash holding. These results showed that the cash holdings are negatively correlated to the size of firm (LTA), market to book value and leverage. In addition to this it is important to note that with Lagrange Multiplier Test, it was found that random affect is best representation of the model. On comparison of the random affect model it was found that results are not too much different from the pooled regression with cash flow and insider ownership change significantly under random effect model. The most significant economic impact was for the presences of the substitutes for cash in the balance sheet of the corporation under current assets. This exerted a negative effect on firm's cash holdings like it can be seen as working capital negatively related to the level of cash holding, since possessing liquid assets reduces cash levels. On the other hand, substantial empirical support for the influence of leverage on levels of cash was found. 
